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SUBJECT: PIT Rates/Increase Ceiling OF Each Bracket 10%

SUMVARY

This bill would increase the threshold anbunts of each personal incone tax
bracket by 10%

EFFECTI VE DATE

This bill would apply to taxable years begi nning on or after January 1, 1998.

LEG SLATI VE H STORY

AB 1461, SB 83 (1997), AB 955 (93/94), SB 169 (Stats. 1991, Ch. No. 117), SB 1674
(1992) .

SPECI FI C FI NDI NGS

Exi sting state | awestablishes six tax brackets, which determ ne the rate at
which an individual's incone is taxed. The tax rates range from1%to 9.3% and
are organized into tax rate schedul es which chart the taxable income threshold
anounts applicable to each tax rate. The progressive tax structure results in
only a portion of the taxable incone being subject to each rate bracket.

An individual’s taxable income passes to the higher nmarginal tax rate as their

i ncome increases. The result is a tax rate where that portion of inconme falling
bet ween each tax rate bracket is taxed at that specific rate until the taxable

i ncone exceeds the threshold anmount of that rate until reaching the maxi num 9. 3%
tax rate threshold. Only that portion of taxable inconme exceeding the 9.3%
threshold is taxed at that rate. Thus, the average rate paid by all taxpayers is
approxi mately 4%

Exi sting state lawrequires the Franchi se Tax Board (FTB) to index the tax
brackets, the personal exenption credits, and the standard deduction each year
based on the inflation rate. The indexed amobunts for the 1998 tax year wll not
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be available until after August of 1998. However, the 1997 figures for a
taxpayer filing single are:

If the taxable incone is: The Tax is:

Not over $5, 016 1% of the anmount over $0

Over $5,016 but not $50. 16 plus 2% of the excess
over $11, 888 over $5,016

Over $11, 888 but not $187. 60 plus 4% of the excess
over $18,761 over $11, 888

Over $18, 761 but not $462. 52 plus 6% of the excess
over $26, 045 over $18, 761

Over $26, 045 but not $899. 56 plus 8% of the excess
over $32,916 over $26, 045

Over $32,916 $1, 449. 24 plus 9.3% of the excess

over $32,916

Exi sting state |lawal so provides a personal income alternative mninmmtax (AM)
rate of 7% The AMI was established to ensure that no taxpayers with substanti al
econom ¢ inconme avoid any tax liability by using exclusions, deductions, and
credits (tax preference itens). |In calculating AMI, a personal exenption
deduction is subtracted fromthe alternative m ninumtaxable inconme (AMIl) in the
foll owi ng anpbunts: $57,260 for married taxpayers filing joint returns; $42,945
for individuals filing as either single or as a head of househol d; and $28, 630
for married taxpayers filing separate returns. This exenption deduction is
intended to preclude the application of conplex AMI rules to taxpayers with few
tax preference itens.

This bill would increase the taxable incone threshold anpbunts of the PIT tax rate
brackets by 10%

| npl ement ati on Consi derati ons

This bill anmends the incone tax brackets for the taxable year begi nning on
January 1, 1987. Current |aw provides that tax brackets listed in current

| aw shall be reconputed for each taxable year beginning on or after January
1, 1988. Therefore, the revised incone tax brackets in this bill would need
to be reconputed for each taxable year from 1988 to 1998. As a result, the
author’s intent of a 10% increase to the tax brackets may result in a |arger
increase than 10% for the 1998 taxable year. |If it is the author’s intent
to provide only a 10%increase for the 1998 taxable year, the departnent
staff is available to assist the author’s staff with the necessary
amendnent s.

I mpl ementing this bill would require sone changes to existing tax fornms and
instructions and information systens, which could be acconplished during
nor mal annual update.
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FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the department’s costs.

Tax Revenue Esti mate

Revenue | osses under the Personal |ncone Tax Law are estinmated as foll ows:

Begi nning on or After January 1, 1998
Assuned Enactnent After June 30, 1998

(in mllions)
1998-9 1999-0 2000- 1
($1, 525) ($1, 170) ($1, 240)

Thi s anal ysi s does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

Revenue | osses under the Personal Income Tax Law woul d depend on the
distribution of taxable incomes for taxpayers subject to taxation.

The followi ng table indicates the revenue | osses by taxable years. This
anal ysi s does not consider the possible changes in enploynent, persona

i ncone, or gross state product that could result fromthis neasure. Sone

t axpayer behavi or woul d be expected (i.e. reporting additional income due to
tax reduction), but would be mnor (gains |ess than $500, 000 annually).

Taxabl e Years
(in mllions)
1998 1999 2000
(%1, 070) (%1, 140) (%1, 210)

The estimate for the first fiscal year (1998-9) includes all of the 1998 tax
year inpact plus 40% of the 1999.
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